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Introduetion

ORR's role is to provide intelligente on Soviet Blos esonomic oapabilities,
vulnerabilities, and intentions, These topics encompass a large number of
specific problems, any one of which could arise with little warning and ree
quire immediate attention, In order to be prepared for the most likely con-
tingencies, ORR’s research program mst be flexible encugh to apply to a
varisty of specific problems, We are in effest fashioning a set of butlding
blocks which can be used to erest many differsnt kinds of strustures, Soume
- of the blooks have greater general utility than others, These constitute the.
basle Office-wide research progrem and deserve most concerted attention at
the outset, Study of inter-industrial relationships, study of production
* trends, and systematic organization of information belong in this gategory,
The more specialized blocks, whish tend to receive less attention in the early
period of construstion, should be formed and brought into their proper places
as construgtion proseeds, Otherwise, we would end up with a series of finely
built basements but no houses, Studies of Bloc military preparation, re-
gional inter-relationshins, mobilization programming, vulnerabilities, stoeke
piling, inventories, and capital depreciation tend to f£it in thias second

category, '

Suech 1s the philosophy which has guided the Working Group in preparing
its report, Section I reviews the research accomplishments of the past
year. It is schematized according to techniques of sconomic analysis
utilized in preparing Office-wide researsh, Section II presents the Group's
recammendatione for Office-wide projects to be inaugurated during the year,
Some are to be full-blown studies from the start, and others are not to be
undertaken until pilot projects, charting their content and objectives, have
explored eash topis for problems of concept, methodology and source materials,
The pilot project is & new device to ORR, one which we hope will render
valuable service in shaping Office-wide projectis, not only for this year
but future years as well, And finally, Section III proposes that a series of
occasional papers be inmaugurated to stimulate Office persomnel at all levels
into putting on paper their original thoughts and their "side-line" research,
in order that ORR research be sharpened and that it move into new, une
suspected fields, -
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During the past year, the character and ssope of ORR Officeswide
resecarch have been expanded to encompass more fully a few teshniques of
‘egonomic amalysis which hitherto had been only sparssly apnlied in the
intelligence effort on the Soviet Bloc, The suscess of these techniques has
varied, At least one eombination of them can be sfngled out as having
organiged and advanced considerably our knowledge of the Blos economy, Other
oombinations have supolied mechanigns for solving problems but have rendered
- less satisfactory solutions, In still other instances, scarcity of data and

~ feulty inter<agenay cooperation have nearly halted progress, = S

- A, Inlex~extrapolation Technigue
" 1. Desoription and Application.,

pparently the most productive results ashieved thus far are those of
compiling, indexing, and extrapolating produciion data in the ORR contribution
to FIE-65,” The ORR objective in this study ic to establish the limits en
the economie sapabilities of the Bloc for war in 1957, Output data for most
major industries in the USSR covering the years 1928 through 1951 have been
collected and systematized, About 87 pervent «f the esomemy (including data
to be supplied by the military intelligence agenoies on produstion of _
nilitary end-ftems) will be coversd in one fashlon or another, The prinoipal
omitted seotors will be certain survices sugh ar liealth, ‘education, and _
retail trade, While there are avsilable sufficimmt statistios to estimate the

volums of output of most commodities which comprise the 87 percent segment,
1t will be necessary in a handful of industries t) impute total output from a
feow commodities whose production increments are assumed to be typical of the
over-all inorements in their respective industries,

Before 1 November, these data will be.plotte! in graphs similar to
those in IM-366, A Preliminary Evaluation of the I'ifth Five-Year Plapn, By
such a plotting mechanism the eys can readily grasp the trend of production
of a camodity or in an industry, Moreover, the dita will be sombined to
oreate indexes of productione.for example, an index of noneferrous metals
produstion, an index of power output, and an index of capital goods output,
These indexes will also be plotted for visusl preseriation, R

By a mechanical process of extrapolating output curves beyond 1951, one
plcture of the Soviet econamy in future ysars can be cbtained, But simple
mechanical extrapolation based on a constant growt: rate is inadequate; the
better method is Office-wide consultation to obtain & consenmys on the
future's most likely production in each commodity and industry, In most cases
this will consist of adjusting the simple extrapolation according 40 indee
pendent oriteria, such as plan figures cr known efforts to emphasiz. certain
industries, ' _

2, Value of the Technique.

As of today, the processes of charting, indexing, amd exmpohting have
not been completed, Thus we may be premature in passing judgment on the value
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of this process, Yet we have completed emough pieces of the job to see that
1t will provide 2 basis for seversl kinds of intelligence analyses, It
should shed 1ight on the future of industry and agrioulture in the Blos; will
present a basis for gomparing the Bloo's economic potential with the US and
vith the West; and may suggest strengths and weaknesses of the Bloc economy,
These are valuable elements in asssssing the Bloc's power position, power
potential, and power intentions, Moreover, this sombination of techniques -
has the peculiar quality that, vhen applied to the Bloe economy, it is more
reliable than vhen applied to the Western economics, to the extent that the
Bloc 1s more free from cyslical flugtuations, ,

The weaknesses of this technique are centered in the extrapolation
process, One difficulty is that, while extrapolations may be satisfastory on
the vhole, certain ones may be too high and others too low, An additional
technique of analysis is necessary to achieve mutual consistensy among the
various projections, Another difficulty, which is present in any estimating
for the future, is inability to ascount for unforeseen factors, such as
changes in Kremlin plamming, We (the Working Group) have diverse oninions
as to the sericusness of a third element of weakness in extrapolating, Part
of the Working Group believes that the aggregate rate of growth of the :
economy which is ferecast by this technique cannot be regarded as conelusive
of growth capabilities, According to this thesis, the key questione-whether
the projected rates of development ean be realized simltaneously-=remains
unansvered, The rest of the Group does not believe this is a question of
over-riding concern, ) )

In addition to technique weaknesses, the data present a serious problem,
When cast into the charts of IM-366, the statistics give an appearanse of
fironess vhich 1s misleading, possibly dangerous. If a sharp irsight frem
some cutside source (that is, cutside our present bounds of knowledge) were
obtained, the web of production estimates might easily collapse, revealing a
cavern of ignorance, At present, we are unable to size up this ignorance; we
take cognizanse only that it may be great, that as time recedes further avay
from the firm figure of the late thirties and 1940, ORR figures may eoncur-
rently edge further away from reality,

g
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'B, Strutural Inter-industry Technique 1/
1, Desoription and Application.

The first of the newer techniques to be applied in ORR on a large soale
was 2 strustural amalysis of major industries-en analysis to establish their
inputs, the distribution of their outpute, and from these to derive inter- :
industrial relationships, It was undertaken at the request of JCS, ORR was
to carry through three separate studies on Blos economic capabilities based on
the struotural tzchni . The first assumed cold war condition from 1 July 1952
%o 31 July 1953 (ORR ; 110-51); the second assumed a hot war in the same period;
and the third assumed a hot war from 1 July 1954 to 31 June 1955, In eash of
thess studies the economy of the USSR was to be dissested according to interw
industeial relationships, and the pisces wers o be placed systematically in a
huge table with inputs in the rows and cutputs in the eolumns, This -
ment permits comparison of the various estimates, The purpose is two-fold: to
provide & check on the validity of economic estimates by seeing if they *make
sense® with respect to the rest of the economy; and to determine whether in
faot industrial production is great emough to sustain military produstion and
oconsumption estimates, Part IIY of WGC-D-6 (EIC), Ec Capab
_ Soviet Bloc to Suppert a General War, details this amalytieal approash to
economie eapabiil’ities. :

2, Value of the Teshniqus,

While 1t is difffcult to judge the technique per se, because none of the.
three studies has been completed, it appears to be one which can become of
great importance in achieving ORR objectives, The structural technique helps
to bridge the gap between economic activity and military activity, It 1s the
primary means we have for systematizing production data so that estimates can be
formed on the capabilities of the Blosc to producs military end-items, Similarly,
though perbaps with even less precision, it assists in determining capabilities
for military operations, In addition to its value in estimating over-all
capabilities, the technique is useful for estimating capabilities in one or a
few commodities, Another important use is for checking intelligence information
by showing consistency among the data sutmitted from diverse scurces,

3. Wﬂsses of the"l‘wggue.

v A thorough discussion of the weakneases of imput-output teshnique as ORR
has used 1t would require & more elaborate theoretical discussion than is
appropriate here, Suffice it to say that wealmesses of technique and of data
are intimately interwoven with each other as well as with objectives of particu~
lar input-output studies, The chief technical weaknesses are: :

(2) The technique assumes constant methods and scale of
production (1.e,, constant coefficients of production), Taking -

1/ The termm "structural inter-industry® is used here instead of "input-cutput®,
beeause to date ORR research along these lines has used only a small part of the
total technique established by Leontief and kmown as input-output amalysis,
Pilot Project D (see below) is designated as an imput-cutput study, because it
will more nearly encompass the entire concept,
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sscount of changes in these coefficients greatly complieates
the technique and may often be impossible, There is wide
disagnamxt as to the quantitative importanse of ignoring

such changes, butmsmmininizedifeapnrimm
made only for short perioda.

(b) It 1s impossible to get 100 pmont ocoverage of the
econoy by using physical data, Value data, which might be
used to £111 in the gaps, are diffisult to convert into
physical units, Therefore, complete coverage can probably
not be satisfactorily achieved,

Limitations of data are, if anything, greater than muknouu of

" teshnique, A great amount of quantitativo information is required and
simply does not exist for the Soviet economy, The problems of the data cane
not be gompletely solved; ORR must gradually firm up its estimates and work
with the most reliable methods of obtaining technical hlfomtion, and mst
orient its use of the technique to oonform to the data available,

-5-
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- Co ZTeshnique for Measuring Costs of Tradewinterdiotion
1. , _! "

. Fo very satisfactory answer has yet been found to the question of who
would lose more if East-West trade were severed, Difficulties are in part
traceable to the very nature of tke problem and in part to improper formulation
of the problem, In its recent study (NIE~59), ORR has defined the problem
as the measurement of economic gains, or conversely the econamioc loss resulting
from trade severanss, That s, an attempt vas made to measure the economic.
- cost that would be imposed on the Bloe (West) 1f 4t in fact produced all the
items nov gotten threugh trede, This cost 1s the bundle of resourves needed
to replase imports mimis the bundle released from produstion of exports, age
- gregated together in "monetary” terms, It will vary over the period following

‘trade severance, being highest immediately after severance and dex ‘

thereafter, The cost will be nof-strategic to the extent that it

can be shifted into the civilian sector without affecting output of military
end-items or military-supporting items, - TR

2. Yalue of the Techilqus,

As to the value of this technique, the Working Group can agres on only one
thing-~that ORR's general approach to the problem is useful, When ORR was
requested to make a study of the importance of East-West trade to the Soviet
Bloc and to the West, a difficult conceptual question was posed:. in a cold var
setiing, how is the importance of trade between "enemies" to be determined?
The most frequently ascepted definition of fmportance was in terms of the
strategic worth of a commodity, Any military end-item, and other items, such
as petreleum and trensport equipment, were regarded ai ‘having great value,
Civilian-type goods were regarded as having less or little var value, Between
the extremes fell those commodities whose importance depended upon thetir
closenhess to military usage, A scale of values wvas created, in vhich items
vhose ties to the armed forveés could be clearly discerned were given high

strategic utin"c

ORR challenged this concept, offering both an alternmative definition of

- styategic value and.a methol for measuring changes in strategic velfare, The
method has been described briefly in the preceeding seotion (see also :
rtical Framewyork for Study Feona 2 as Applied to F

1 iy . ) O . “.’L,;.“ -
blems, part of the GRR contribution to NIE-55).

While the Working Group is arreed that ORR's general approach to the
problem posed 1s useful, there is no consensus among Group members on the
manner in vhich the vas carried out, In the opinion of D/A, where the
data were compiled and the study written, its major weakness is the relatively
shaky estimate of shorterun costs, The shakiness flows largely from inadequate
information on the specific notion of trade and of productive conditions within

the Bloe, While estimates of aggregate long-run costs are reasonably reliable,
those for specific industries are subject to extremely wide ranges of view.

:

_
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The other divisions have criticimms which go far beyond this, They are
s0 extensive that they cammot b6 condensed into this report, The Working
Qrmpthcmtmufm onadntothonﬁ,nm,.adnfkcumhonmx,
vhich were submitted to D/A early this summer, Two nmembers of the Group

mmmm«ammmmum
no other technigues were Wh@fwﬁoﬂrﬁtﬁ-umm
'bamdud.ngtho‘pltm. The preparation of the ORR sontributicm to
NIE.33 oonsisted of & masaive compilation of date and other informetion on the
Eastern Eurepean Satellites, arranged-in a logical sequense, It contained
1ittle gemuine anslysis, The ORR comtribution to NIELLO was simply a straighte
forvard address to the queetion pogell in the terms of reference: what would
be the petential economic gains of USSR resulting from aoquisition of Continental
Western Europe in mid-19527 It consisted of a series of area studies in which
economic resources were estimated, totaled, and matched together, and estimates
formed on the ability of the USSR to utﬂiu Hes'bu-n E\xropau.n resources,

]
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II. Regommendations for Office-wids Projects to be Injtiated Prigr to

The series of projects which we recommend in this report comprises a pro-
gren for Offise-wide research, But it is a flexible program, merely the cne
wvhich locks best to us now, Further refinement is needed, both now and as the
progrer (if it is adopted) proceods, We have allowed for flexibility in several
ways, No attempt was made to prognosticate the man-hours involved, the dates
of insuguration, the deadlines for campletions=thereby avoiding rigidity, Fur-
. ther flexibility is obtained by the device of the pilot preject. _

Most Offise-wide projects should not be undertaken until standard

. definitions, fremes of raference, and methods have been explored via the
mechanism of a pilot project. The concept of the pilot projest is highly re- :
garded by the Working Group, bicause it is felt that Offise-wide projects should
be based more on experience aml less on intuitive judgments, The emphasis in
pilot projects will be on critisal evaluation of theory, methodology, and
feasibility, They will probably also include some empirical amalysis, A pilot
project will be a amll study designed to push ORR research forwvard into new
fields, It will be condusted by one or a few individuals from any division,

It can be done in & week or in i year, depending on the 8ize and timeliness of
the subject, the availability of the materials, and the nesessity for cample-
tion so that the (RR workload of Office-wids projects will be constant, The
ultimate object of eash pilot project will be to build the fremework for a
possible subsequent Office-wile project, If in the course of preparing the

pilot study a topis 1s found not to be worthwhile, or if 1t is found not feasible,
then 2 resonmerdation will be forwarded to the effect that an Office-wide project
on that topie should not be undertaken, Tius further flex{bility in Office-wide
programning should be obtainid, as well as higher achievement in results,

The seriss of projects which we recommend follows., The serdies is divided
into three groups, ascording fn whether they should be inaugurated with or
vithout a preceding pilot stuly, and whether the pilot study 1s of higher or
lover priority, No order of yriority within each group is intended, .

Group 1. Qffipe-yide Projegts

Project 4, Commnist Chinese Iconomic Developmentg

Tov priority, at least until the first of the year, should be given to
systemstizing ORR knowlsdge of Communist China, This is the greatest unexplored
field of Bloc economic capabilitiss, When thia is done, and not until then,
will i be poesible to recommand techniques of economic analysis to be applied
in interpreting the data so that the economic capabilities series can include
studies on Communist China, We concur with the ORR Working Group on Communist
China that a fact-finding project i the immediate need,  Their recommendations
for this project are incorporated in the following paragraphs,

C - 8 -
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1. The purpose of the project is threefolds First, it is to
assemble all of the immediately available and pertinent information
on the economy of Communist China since 1949. Second, it is to ar-
" rive at a clear understanding of the economic plant which the Com-
munists took over in 1949, and of the course of economic development
gince that time. And third, it is to develop an annotated bibliog~
raphy of existing sources of information on the Chinese economy.

2. The approach is initially somewhat encyclopaedic in an
attempt to locate and present all the pertinent intelligence on the
area. On the basis of this fact-finding study priority requirement
for collection, tra.nslation, and further analyses can be rat-ional].y
determined.

3. Methodologically the project is in its first phase more
descriptive than analytical. The paper completed by 15 January 1953
will outline what we know about developments in each of the sectors
of the Chinese Communist economy. Important, readily available, and
unevaluated information not covered in other studies will appear in
the report. Previoualy prepared reports will be merely referenced.
Important sources of information not covered in the report will be
carefully identified for further exploitationm,

L. Wnile the initial phase of the project has been termed ™act-
finding," analysts will bear in mind the major intelligence problems
for which we are called upon to offer intelligence guidance. The
prablems are suggested by the following questiona:

(a) What are the present level and rate of growth of in-
dustry?

(b) What are the resources available, both on an immediate
and deferred basis, to support the Communist Chinese
military, industrial, and consumption programs?

(¢) what are the overall economl¢ strains, fiscal and

. otherwise, created by current programs?
(d) What are the economic strength and weaknesses of the
. major sector of the economy, ie., transportation,
agriculture, power and fuel resources, etc.?

(e) What are the nature and extent of Vhinese dependence-
on external sources of supply?

(f) What are the logistic requirements of Chinese armies
in military operations, the location of major arsenals
and factories and the capacity of the transportation
network to deliver supplies to present and potential
theaters of operation. ‘

-9 -
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_Pz‘-ojeot B. Strugtural nalyses

A mjor emphasis in Ofﬁoewida reaedréh projeota d:rina the ,
coming year should consist in erlarpingiedd. Amproving 1nter-induatry
structural analywise While Project 1105817%g clea¥ly a failure in
itself, the approach-is ore wiich willeesist in organising large
masses of data systematically and ean give inswers to the capabil
ities problem, The priégram of structural adalysis should coge%st of
four separate OIficeewide projects, wWhile they are c¢losely related
to one another and will ultimately be fused inte one project, at :
present they cught to beé handled separatelys Tied in with a general
structural study will be three special Office-wids studies designed

" not only to eupplement the general study but alse to yleld veports

of importanve in thamselvea, Two of these speoial gtudiege=steel and
manpower~-ate to determine in detail the use patterns of speoifie
items by estimating their consumption in every sectbr of the economy.
The other is to analywe investment in great deteil. In addition to
these thres, a special study on energy would be desireble 1if it can

be done., Hénce = pilot projett on energ' haa been reeomendad.

Projoot BfL, of Steel

. Anomuidi pro octoaa g:imu consumption would Te-
quire eash branoh in 0 products (bars, sheste,
ata,,) input Ooorﬁdienta cmring all items falling within the:
branch's respensibility for which current production estimates are
available, This would give approximately the same coversge as NIE-65,
These estima es, which would be derived independently of the use ‘
pattern constructed by M/FM branch, would constitute a separate steel
reporte Ths value of the project would be two-foldy First, it

- would contribute materially to filling in.gaps in ths strdctural

table, Second, it would pemit a quantitative determination of the
limitation imposed by. steel supply on Swiet military oa.pabﬂ.itiea
and economic expansion,

PNM 3/26

 An 4nput atndy' oh manpower, daballing labor input recuirements
by industry end by skill and ococupational spesciality, shbuld also
be undertaken. It wWiuld Also have approximataly the ocuverage menw
tidned undsr Project B/, The manpower input section of the study
would supplement the work of S/L, becoms a part of their 1953 re-
ports, and contribute to the general structure analysis,

'stmctﬁrd St.n Y
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Project B/J. Input Analysis of Investment

.~ An Office-wide project to study investment requirements ie
tecommended, Since this involves breaking new ground in many cases,
the. industry coverage should be a subject for further investiga-

tion, Ths project will recuire each branch to submit for esch of

the indastries to be covered the following; (a) an inventory of the
major equipment and mashinery items by type and of construction facll-
ities, as of the end of 19525 (b) the flow of such major capital

items required for replacement in the year 1950 through 195k and

(¢) the antmal flow of such major capital items which would be ree
quiz‘ed to expand production capadity by the inorements required in

the Fifth Five<Year Plan of by ten percent per year. The study is of
importance in estimating capabilities and resource availability, in
relating growth potential €o the Five Year Plar, in determining the
demand on supporting {hachirery, equipment and construction) indus-
tries, and in estimating the costs, in real terms, of diverting re-
sources from investmeént to military production, ‘

Pro:]eét Bﬂs. ) Generel Structural Analysis

, About the first of the year (at least a month should be allowed

for tooling up), a new geraral Officeewide gtructural study should
be laid on which would &im 4t bringing into the table the major
commodities and services not Soversd in ORR #110-51, There would be
no ¢all for a general review of inputs and distrilkiiticn patterns,
except to the extent that improved data become awailable through
branch studies and other projects. The additional commodities should
give a coverage substantially that of VIE-65, or about 85 percent of -
the economy as a whole, The fiew study will extend ORR #110-51, but
in order that 1t be moré relisble and more conclusive than its pre-
decessor, three important departures are recommended. The first is
coverage of new industries gnd commodities. IThe second is concen-
tration on production and input patterns to the excluslon of use
patterns, while 1t would also be useful to have the last, 1t is more
important that branches not scatter their effort in trylng to estimate
too many diverse things, Also, use patterns can be obtained from '
the input structure of industry, given adsquate coverage. The third
departure is the inclusion of inputs into militaty end-items. When
hot war reqiirements are furnished by the military intelligence
agenoies to ORR, I/A will, without further formal contributions from
other divisions, estimate hot war economic capabilities.
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Project C, Trends and Status of Soviet Blos
MIitary Preparation

We recommend that a project be undertaken which would re-
quire branches to submit- estimates on (a) strategic stockpiles, ine,
cluding munitions, and (b) production of military end-items and
supplies. D/A would use all the material, along with that of its
divisional studies dealing with national economic ascounrtes and ares
- gnalyses, to draw together the complete project. It is contem-
plated that the information on strateglo stockpiling and the pro=
duction of military end items will be submitted as the fruit of basic
branch or division projecta written during 1952 or to be written
during 1953, However, it is recognized that demands on ORR by ONE
and possibly others may requirs both an acceleration of the submission
of information and broader coverage of the commodities in the ORR
Standard Classification than is now provided by branch and division
studies. : ‘

Group 2. Higher Priority Pllot Projects ,
Filot Project A, Economic Vulnerabilities of the Soviet Elos

Vulnerability of the Soviet Bloc is one of the more advanced
specialized subjeots with which ORR should be concermed in 1953. A
_pilot project to explore the concept of economic vulnerability, to
establish standard definitions, to explore methods and data avall-
ability and finally to test this theoretical work with an empirical
study of Bast Germany is proposed. The concept of economic vulner-
ability is still vague; all we can say is that it includes such
subjects as interdependence of areas and industries, regional and
industrial wvulnerabilities, "soft spots" in the Bloc economy, and
the economic importance of defeotions. East Germany 1s the obvious
area to use for the empirical part of the study because of the mass
of reliable data available. By focusing on East Germeny, bugs in
the methods and toncapts can be worked out and a framework for an
Office-wide study developed.

Pilot Project B. Structrual Analysis of bnergy

A more reliable estimate of energy input requirements for Bloe
industries thah thoss of ORR #105-51 (nevdr completed) should be
prepared. The study of energy requirements is ¢omplex and the .
Working Group believes it should first be undertaken as a pilot pro-
Ject, then later, if feasible, laid on as an Office~wide project to
supplement Projects B/1 through B/L (above). Because of its com-
plexity, coverage should be restricted to the major energy consuming
industries. It is assumed that these would account for over half of
total energy output. The remainder should be divided among other

12 -
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Soviet industries by analogy with US practice. The frams &
ence should be marked out so that, among other problems, a fe
mendation can be made as to whether the projset should be comfined
to electric power or should take into account a broader study of ..
fuels and their utilisation both for power and other purposess Fof
the major consuming industries the method might consist of twd :steps:
first, maling engineering or direct estimates of the totyl energy,
expressed in a general unit, e.g., BIU, required for power, hedt .
proceseing, spade heating and lights and sscond, estimating how mich
of each energy scurce (internal and external) vhether elebtric power,
coal, petroleun or soms other, is used by the specified industyies;
The purpose of the study is to provide an approximate energy balan mie
caloculation, to improve the use pattern of energy in the structur:
table, and to develop a framework for a possible Offlce-widé projest,

Pilot Project C. Depreciaticn and Replacement of Capital Gobds
a In the US5R 4 , P“\ o

At the present time we have very little knowledge; either in

- real or monetary terms, of the depreciation and replacement polidies
and practices in the USSR, Ome result is a lack of infurmation oh
the present composition and age distribution of the stodk of dapital
goods, which makes it diffioult to caloulate present Soviet irvéste
ment requirements. Also, we are not able to develop satisfactory
amual capital input requirements. We recommend a pilot projedt to
investigate these problems and {o supplement and assist in the prep-
aration: of Office-wide Project B/3, Structural Analysis of Investient.

Pilot Projest D. InputeOutput Study on the USSR.

. ORR has yet fo undertake a fullescalé inputeoutput analysis

on the USSR, An input-cutput enalysis of the USSR would be subject
to many limitations both methodologically and data wise, An explora-
tion of the 'pbasgbilities of the technique is certainly desirable in
the next few months. The gensral theory underlying this form of ‘
analysis 1s well known; its application to other than the US areas

1s largely untouched, THe particular problem of the relationship

of value to physical unite where valuation is frequently arbitrary
bas not been examined at alls It is suggested that cne or two indive
iduals be delegated to investigate thoroughly the possibilities of
the tecimique as it would be applied to the USSR. After solving

some problems of method, an éxamination of the 1947 US flow tables

(transactions, coefficient, and inverse) might indicate ways of
‘manipulating US data such that the method with all its theoretical
~ vigor, will be applicable to the USSR. A significant contribution

ensnenm
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might be made to ORR's structural analysis and the way pointed
to more rigorous theoretical background for Office-wide research.

Group 3. Lower Priority Pilot Project

- Pilot Project E. Mobilization Programming

At some point in the not very distant future ORR will be asked
a series of uncomfortable questions revolving about the timing of
full mobilization in the Soviet Bloc. These questions may well run:
How long will it take the Bloc to mobilize; what quantities of what
military end items can be turned out and what is the time phasing
of this output; how quickly can stockpiles be channelled into armae
ment plants and be turned into military end items; how soon can
allocation of materials be shifted to military production and with
what consequences; what effect will military operations during the :
mobilization period have on their production efforts? These are only
samples of the problems ORR must be prepared to answer. ORR is une
prepared to answer these questions, .

Mobilization programming is one of the most complicated problems
_the intelligence community will encounter. Substantial brain«breaking
conceptual work must be done by all intelligence agencies, especi-
ally by ORR. It is suggested that during the next year ORR, in co-
operation with the EIC; tackle the problems of mobilization pro-
gramming on a pilot study basis. :

Pilot Project F. Locational Analysis of the Soviet Bloc

The location of dindustry and its relation to the transportation
network, natural resources, and markets in the USSR and Satellites
are frequently referred to: in. intelligence reports. References are
usually limited to superficial comments on dispersion of industry,
relative backwardness of transportation, regional self-gufficiency
programs, and the stupidity of planners in laying out plants, groups
of plants, and agglomerations (cross-hauls in petroleum products,
for instance). No solid work has been done on regional analysis
and location of industry, as related to other important economic
variables. We do not know how to conduct a meaningful study, despite
the fact that there are analysts competent in locational analysis
in ORR, ONE, and elsewhere in the intelligence commmity. A thorough
investigation is needed of fruitful approaches to the study of lo-
cation of industry, not only to gain insights into resource allocation
and planning in the Soviet Bloc but also to improve analysis of
inter-industrial structure. Such study is also pertinent to analysis
of economic vulnerabilities. In the course of the pilot study, the

SRR
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possibilities of utilizing externmal research would be thoroughly
explored.

Pilot Project G. Analysis of Inventories

No direot attempt at analysis of inventories has been made by
ORR. At lsast two aspecta of inventories may be important. First,
the avallability of normel working inventories as a cushion against
disruption of production or distribution has strategic significance.
The level of working inventories influences the general vulnerability
of an econcmy. An inventory level sufficient to support production
for some oonsidsrable time would tend to reduce the vulnersbllity
of an industry to dnterdiction of its supplies. Second, changes
in inventories are alsé a major component of investment. Hence, the
full economic impact of increased output of any item or bill of goods
cannot be ascertained without taking inventories into account. There
are many problems of inventory analysis which have not beem solved
even on a theoretical bagis. For the Bloc there are slso lmportant
data limitations. It is recommended that a preliminary review be
made of the posaible benefits to be derived from a study, of inven~
tories, of data limitatlons, and of the conceptual and methodolog—
ical problems involved,

Group k, IntereDivisionsl Projects

In addition to these, there are a number of other projects
cutting across divisional lings which the Working Oroup believes
should be undertaken this year. These inolude input studies on
tanks, aircraft, and electronics; ruble-dollar studies; feasibility
and implications of the Fifth Five-Year Plan; and analysls of the
firnness and reliability of production estimates and of Soviet pub-
lighed statistics. They should be undertaken as branch or division
projects, with inter-divisional oooperation,

Since these studies are projects which will be conducted
primarily by one branch or one Division, and the contribution to
them from other Divisions will be relatively small, they are not
included in this report as Offige=wlide or as pilot projects. How=
ever, some of the time allocated to Office-wide projects should be
set aside for preparing contributions to inter-divisi(mal projects.

Sanitized - Approved For-ReIeas_e : CIA-RDP75-00662R000300130005-3




Sanitized - Aprqved For AReIease : CIA-RDP751U¥62R000300130005-3

by

III. Series of Occasional Papers

The Working Group believes that ORR personnel at all levels
should be encouraged to put on paper their original thoughts and
thelr "side~line" research conceivably of value anywhere in CIA.
If some mechanlsm were created, such as a series of Occasional
Papers, ideas of all kinds which do not fit into established pubw
lication series could be refined, published, and discussed. The
benefits would, we believe, be extensive, It would encourage ore

iginal thought and research, as well as stimmlate discussion and
exchange of ldeas, all of which in turn should influenge all forms
of ORR research. '

Accordingly, the Group recommends that this series be launched
at once, along with proper encouragement for all personnel to par-
ticipate. Following are several papers already completed which
could become a part of the Series:

(a) The methodology appendix,. ‘common to Lh5-51, L6-51, and L47-51,
dealing with electrical machinery, electron tubes, and elec-
tronic components,

(b) Appendix A on methods of estimating unreported trade in
MP-8Li, which deals with the quantitative importance of clane
destine trade.

(c) The analytical framework for the study of economic warfare
as applied to East-West trade, a contribution to NIE-59.

(d) "Rules versus intuitive judgment," a methodology paper
written in I/A&W, unpublisbefe1 Qg

(e) Notes o@sﬁqlﬁgalogy,- October 1951.
(£) Memo_ on economic capabilities, February 1952,

(g) Memo [N o» zosi-viest trade and input-output
technique, OctoberdORby

(h) A/EC 'paper- on uses and limitations of Soviet
products indice%x»]Aga

(1) A/EC papei_on the Soviet Price System.

(3) A/EC memo _ on Soviet prices and indices.
- 16 -
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(k) The methodology chapter in 38-51 (PR-S) on input re=-
quirements in the aircraft industry.

(1) Correlation analysis in crop yield estimation, a part
of 52‘519 :

-17 -
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" Mgterials Division's Dissent °
to0 the Report of the Working Group
on Tecmiques and Projects

.. DM proposes that project B/h be changed to an interdivisional
study under D/& with formal suppord frpm other divisionse The -
‘scope of the project as described in the Working Oroup's report is

. ‘'mach too broad. The additional commodities covered in WIE<SS num- -
ber almost as meny as the original nymber in JCS 110-51, For many

_of 'these the value of estimating inputs is not worth the work in-
volved. A more workable arrangement would be for D/A in consulta-
tion with the other divisions concerned to prepare a 1list of com=
modities limited in number but still adding significantly to the
coverage of the structural table. On this basis the project could
well be handled as a D/A project with formal support of other divi-
sions and need not be laid on as an office-wide project.

25X1A9a

" - The pilot study concept is very good, but in- drawing up the
procedure set forth in the repcrt, one factor relating to lmman
nature has been ignored. The people who are most likely to be as-
signed to investigate the need for a project, ite feasibility and
the techniques by which results oan best be attained,are those who
are its proponents, ' Quite without conscious bias, theéy ars likely
to become more and more convinced of the prime value of the study
as they live with the idea, and more set in their convictions that .
the method of approach which they work out is the only true doctrine

‘and that difficulties and imperfections are minor things that. good
will and cooperativeness oan easily vanquish., This musi be guarded’
against, and preferably without taking up the time of the exscutives
in conferences to which they come after brief preparation, to meet
the arguments of a proponent who may have spent months in building
up a very plausible but basically unsound case. "

_ The concept of a "Devil's Advocate" is here suggested, It might
be advisable to require a person or group to go over the same -Pield
that the student of a pilot project does, after he is far advanced
~in his work, Such a person or group would be instructed to inves-
tigate why the project should not be done, If the project survives
this test, the suggested technical prosedurss for its effectuvation
should then be given oritical study; to point oui weaknesses and
alternative methods and to suggest revisions of scope if deemed
' «18 - ;
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desirable. Only after this would the project come up for formal
executive attention. ,

It is not contemplated that the "Devil's Advocate" hgve veto
power to prevent submission of a project, but that when a project
is not passed by him, the evidence against it will be available to
assist in Project Board evaluation. '
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